RECEIVED ORIGINAL
BEFORE THE QEP =4 1992 FILE

FEDERAL COMMUNICATIONS COMMISSION
WASHINGTON, D-C- 20228 comuNcATONS CONMISSION
OFFICE OF THE SECRETAR
In the Matter of

Price Cap Performance Review CC Docket No. 92-134

For AT&T

COMMENTS OF

SOUTHWESTERN BELL TELEPHONE COMPANY

Southwestern Bell Telephone Company (SWBT), by its
attorneys, and pursuant to the Notice of Inquiry' released July 17,
1992, hereby comments on one of the issues described in the Notice
of Inquiry. In these comments, SWBT respectfully requests that an
aspect of AT&T’s price cap plan should be altered to remove the

bias against the use of local exchange carrier (LEC) access

services.
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The current price cap plan for AT&T does not require AT&T

to pass through savings that it achieves through the use of bypass.

This matter was considered in the Report and Order on_Second
Further Notice of Proposed Rulemaking released April 17, 1989.2

In the R&O/SFNPRM, the Commission did not discuss the

competitive disadvantage that this aspect of the AT&T price cap

! Price Cap Performance Review for AT&T, Notice of Inguiry, cC

Docket No. 92-134 (FCC 92-257) (released July 17, 1992). The
Common Carrier Bureau (Bureau) later extended the submission dates
for comments and replies. Price Cap Performance Review for ATS&T,
CC Docket No. 92-134, Order, (DA 92-1042) (released July 29, 1992).

2 c cernin tes for Dominant C s, 4

FCC Rcd. 2873 (1989) at para. 304 (R&O/SFNPRM). ) |
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plan places on LECs. Given that the competitive atmosphere in the
access services market has now changed, the Commission should now
remove this disadvantage.

In the Order and Further Notice of Proposed Rulemaking in
CC Docket No. 91-213,) the Commission stated that it wished "to
avoid adopting transport pricing requirements that would interfere
with the development of interstate access competition.™ The

Commission noted that

in particular, . . . the competitive access providers
(CAPS) will presumably charge flat-rate, cost-based rates
for their transport services that could be more
attractive to high volume users of interstate access than
the usage-based LEC charges.’

In light of the Commission’s stated intent not to interfere with

the development of interstate access competition, and its

recognition that high volume users such as AT&T may already find

CAP pricing plans more attractive than current LEC plans, the
Commission should not, in this proceeding, reaffirm an aspect of
AT&T’s price cap plan that encourages use of non-LEC access
services even when LEC access services- are lower priced.
Therefore, SWBT recommends that the Commission consider means of

eliminating the current bias in the AT&T price cap plan that

encourages uneconomic bypass of LEC services by AT&T. SWBT

i A 110 (34 o Mal ”hE
Pricing, 6 FCC Rcd. 5341 (1
4 Transport Order at para. 11.
> Transport Order at fn. 35.
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supported such a change in the AT&T price cap plan in its Comments
to the Petition For Reconsideration of the Bell Atlantic Telephone
Companies, CC Docket No. 87-313, filed July 17, 1989.% One such
means of eliminating the bias in the AT&T flow-through of LEC
access charges 1is to freeze the proportion of AT&T costs
represented by LEC access charges at some fixed historical level.

SWBT would support such a modification or other appropriate means

of removing the bias.

II. CONCLUSION

For the foregoing reasons, the Commission should
reexamine the formulas for computing AT&T’s price cap indices in
order to eliminate the bias in the AT&T price cap plan that
encourages uneconomic bypass of LEC access services.

Respectfully submitted,

SOUTHWEST BELL TEL?%??QE COMPANY

Durward D. Dupre
Richard C. Hartgrove
Thomas A. Pajda

Attorneys for
Southwestern Bell Telephone Company

1010 Pine Street, Room 2114
St. Louis, Missouri 63101
(314) 235-2507

September 4, 1992

¢ A copy of these comments is included as Attachment A.
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BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION
WASHINGTON, D.C. 20554

In the Matter of

)
)
Policy and Rules Concerning ) CC Docket No., 87-313
Rates for Dominant Carriers )

COMMENTS TO THE PETITION FOR
RECONSIDERATION OF THE
BELL ATLANTIC TELEPHONE COMPANIES

Southwestern Bell Telephone Company ("Southwestern

Bell"”) hereby submits these Comments to the Petition for
Yy

Reconsideration of the Bell Atlantic Telephone Companies

("Petition") filed on June 8, 1989. 1In its Petition, Bell
Atlantic requests the Commission to amend the price cap
adjustment formula in AT&T's price cap plan in order to
alleviate the bypass incentive created by the formula.
Southwestern Bell concurs in Bell Atlantic's request.

As Bell Atlantic notes, the incentive for AT&T to
engage in uneconomic bypass through the AT&T price cap plan
arises from fhe ability of AT&T to control one of the key
variables in the price cap adjustment formula used to
calculate its Price Cap Index ("PCI"), i.e., the quantity of
access services purchased. When access charges are falling,
AT&T can avoid a reduction in its PCI by substituting bypass
services for access services even if bypass services cost
the same or are higher than access services. This feature
of the AT&T price cap plan undermines the purpose of
incentive regulation and should not be retained.

One of the primary attributes of incentive

regulatibn is that it reduces costs by encouraging operating



efficiency. Rewarding uneconomic bypass, which involves the
utilization of relatively more costly duplicative
facilities, via the price cap adjustment formula, would be
the antithesis of that goal. The ongoing development of the
large alternative metropolitan networksl could create the
incentive for AT&T to take advantage of the loophole in the
price cap adjustment formula of its price cap plan in that
manner. Through providing its services via large
alternative metropolitan networks, AT&T will have the
ability to render 1local exchange carrier ("LEC") access
services vulnerable to bypass. Extraordinary volumes of
traffic can be diverted to these newly constructed
alternative networks from LEC facilities used to provide
tariffed access services. Since numerous alternative
service providers currently exist in this market and even
more alternative service providers probably will exist in
the future, .AT&T will have the potential of engaging in
uneconomic bypass. The price cap adjustment formula in
AT&T's price cap plan would provide AT&T with the incentive
to engage in bypass of the LECs.

Therefore, the PCI formula of the AT&T price cap
plan should be modified as suggested by Bell Atlantic to

require the use of the access volume purchased by AT&T in

lExhibit A contains some examples of large metropolitan
networks which are currently in place or that will be
implemented in the near future.



the calendar year immediately prior to the beginning of the
price cap trial as the basis for adjusting AT&T's PCI to
reflect changes in local exchange carrier ("LEC") access
charges. By merely changing the definition of the base
period used in calculating the PCI formula of the AT&T price
cap plan, the incentive for AT&T to deploy uneconomic bypass
systems would be eliminated. At the same time, AT&T's
attempts to improve profitability by otherwise reducing
costs would not be hindered.

Southwestern Bell strongly urges the Commission to
eliminate the incentive for uneconomic bypass which is
embedded in the price cap adjustment formula of AT&T's price
cap plan by modifying the definition of the base period for
the volume of LEC access services purchased by AT&T as
discussed herein. This corrective action would be neither
complex nor disruptive. More important, the modification
would ensure the public interest 1is served through
encouraging operating efficiencies which lead to lower costs
and rates.

Respectfully submitted,

Sullivan
Richard C. Hartgrove
Patricia J. Nobles

Attorneys for
Southwestern Bell Telephone Company

1010 Pine Street, Room 2305
St. Louis, Missouri 63101
| (314) 235-2506
July 17, 1989
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ZXHIBIT A

INDUSTRY OBSERVER

MAN provider declares “‘war”’ on BOCs: A Chicago-
based company, Metropolitan Fiber Systems (MFS),
has declared itself in competition with the BOCs, at
least as far as the local loop is concerned. In a recent
newsletter the company's president, Anthony J. Pom-
pliano, states: “In 1989, MFS is taking on a 70 billion
dollar entity — the regional Bell operating companies
in major metropolitan areas where MFS operates and
plans to initiate construction of new locai-access net-
works.” MFS has offices in Chicago, Philadelphia,
Baltimore, Boston, and Minneapolis. Telecommunica-
tions spoke with Pompliano to find out how his com-
pany intended to fulfill its overarching ambitions.
"MANSs are pretty much the last frontier in telecom-
munications,” observes Pompliano. “Some peopie
view it as a niche market, but! iook at it as an industry
in the making. We're competing against the last na-
. tional monopoly.” Pompliano says events such as the
Hinsdale fire have brought home the need for aiter-
native service o exist in high-density iocal exchange
areas and thinks this will be an important growth
stimulator for MFS and other MAN providers. MFS has
already compieted or nearly compieted projects in
Philadelphia, Baltimore, and Minneapolis. Another
project is underway in Boston, where four other com-
panies (including New England Telephone) are in-
volved in placing fiber-optic capacity in Boston's fi-
nancial district Pompliano also envisions an almost
MCl-like legal battle in the years to come to open up
the local loop for competition much the same as MC!
did in the long-distance marketpiace. A recent deci-
sion by the New York Public Service Commission
requiring NY Telephone to give NY Teleport access to
its business customers in Manhattan is something that
Pompliano expects to see much more of in the years
to come. “New York Teleport's victory is only the first
round,” Pompliano notes. “The next step is forcing the
operating companies to unbundle tariffs so entities
such as ours and New York Teleport can offer local
switched services giving customers local dial tone as
an alternative to the Bell System. We will actively
pursue that"

What happened to the “M” in MIS?: Is there a subtie
stigma attached to the term MIS/DP? Are the impli-
cations that of massive amounts of budgetary resour-
ces pouted into a “black hole” of technological overkill
with little to show for it? Finally, has renegade PC
depioyment created a centralization of computer and
networking resources which only a new organization-
al approach can cure? These and other questions are
expiored in a new report from Forrester Research
which paints an interesting picture of the future role
for network managers. The report, Netcentric Man-
agement, first of all, contends that the early 1990s will
see a major departure in how large corporations han-
die telecommunications — namely, that the chief net-
working officer (CNO) will emerge in earnest, based
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on the fact that current attempts to merge MIS and
telecom functions are doomed to failure. Why has this
attempt fared so poorly? “Though the joining of MIS
and telecom produced some savings in administration
and created volume purchasing power in some in-
stances,” notes the report, “it has levied a cost on
many telecom efforts. Under MIS/DP, telecommunica-

. tions was pushed further into mundane areas like PBX
acquisition and long-distance voice, and away from
hot areas like network management” In the next
phase, the study contends, new demands will be made
on companies to cope with networking issues. Three
major trends will drive this phenomenon. New tech-
nologies will emerge that are not the province of either
MIS or telecom. Computer resources will continue to
be decentralized.' And networking will become in-
creasingly important A new organization — dubbed
“Information Systems” or IS — will be called upon in
this environment to tackle these probiems by coming
to grips with standards in a meaningful way, and
bringing renegade computer acquisition back under
the umbrella of a uniform corporate game plan.

Frame relay — What is it?: Frame relay is something
users are likely to be hearing more and more about
in the months to come. But what exactly is it, and why
is it becoming important? First of all, frame relay is a
still-evolving CCITT ISDN interface standard (1.122),
and is considered a precursor of broadband or
8-ISDN. Frame relay can be described as “a packet-
mode interface layered on top of narrowband ISDN,"
according to David Owen, Director of Product Market-
ing for StrataCom, a major proponent of this technol-
ogy. It can run over a B, D, or H channei, says Owen,
and aliows packet-mode devices to exchange infor-
mation over an ISDN. More specifically, it's a way of
integrating packet switches and fast-packet switches
using an ISDN protocol, an important transitional step
in the move toward B-ISDN, which, like the technology
StrataCom offers, is expected to be based on fast-
packet technology. In order to make this transition, a
portion of the B-ISDN standards has been set aside
for use in the narrowband environment on an interim
basis, explains Owen. StrataCom would, for obvious
reasons, like to accelerate the development of the
standard and, accordingly, has teamed up with U.S.
Sprint to implement frame relay as a partial standard
in hopes of accomplishing that goal. O

— Tom Valovic, Senior Editor

B WHAT'S NEW? WHAT'S NEWS?

It you've heard about something newsworthy, we'd like
to hear from you. Fax your news item to T. Valovic at
(617) 762-8071, or contact us by MCI Mail at “Tele-
com-Editor.” :
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DALLAS

Fiber-optic
retwork
planned

By Tom Steinert-Threlkeld
Sotf Wrier of The Dulies Merniag News

An Dlipols company said
Wedpesday plans w build s 1.
beroptic commusications pet.
work in downtown Dallas, com.
peting with the local! phone per-
work of Southwestern Bell
Telepbone Co. for business from
Corporate customers.

Metropolitan Pider
Inc., which already has built or is
bullding similar networks in o
halfdozen otber msjor US, citieg,

uwnphuwhynunym

het network T
;‘:hm hpile fiher nerwork
wesiern Bell has insalled
in downtows Dallas,
Such fiber petworks are ax-
pecied 10 supplant the use of pairs
olwe:zpcrmmulephnmuw

copper strand the voice
cﬂhcuucrudthu!huma
::rt.”“ the voics of the respon-

By contrast, & fiders,
Mutolm-tr::lmd'

glas filament, can carry thos.
sands of communieations eiregits
apisce, for either conversstons
or dsts transmisgions. -

l’whnnu.lhlmpﬂlm
hetwork will trapemit of
¥ ,at the rate of 90 bits
;r.m.'::d. s:s‘d tan's vice
nt of corporate planning
and information nn’ngm
George M. Tronsruelll. .
Tostisa relatively glow spesd
in fiber-optics, carrying o maxy
;:‘x.coo coaversstions per fiber
7 simultaneously. At higher
speeds, current fiber
a3 many as M,000 convers
tons 10 be transmitted in the
:ams fiber pair, by using differ
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ent - frequencies of t M.
Tronsrue sald Hcmpoun‘n: tere
fore could raise the capacity of its
local network wishout iaying ad-
ditdonal fibers.

Mr. Tronsrue said Metropoli.
tan is prepared to spend between
$S million snd S7 million inttislly
on tnstalling the downtows Dl
las petwork. The company is

that racked up $4.7 billiop of sales
last year from such diverse inter-
ems as Coptinenta! Caz Co.,
Kiswit Construction and mining.

The pew nerwork would allow
companies 10 communicate be-
tween switches connected 10 the
system, such as private telephone
exchanges inswslied by the eom-
panies themsalves, privats ex-
changes st the office dulldings
they inbsbit or switches that
would conpect the Metropolitan
local loop to such longdistancs
talepbone networks as those be-
loaging to American Telephone &
Telegraph Co., MCl Communice-
tions Corp. or US Spriat.

The Metropolitan
bhowever, will 2ot be connected to
the Southwestern Bell local Dot
work, meaning businessmen cAD-
2ot call bome, for instance, sxing
this new setwork Mr. Tronarve
said it was “unprofitable, {f not
uafeasidle, at this point” to con-
aect t0 local offices of ragulsted
Joea! telephone companies.

The new petwerk instesd will

data, and, ot least initially, saw
ings of about 10 percant to 20 per
cant compared with Bell, for simi.

copper-bated
um ospecially for data” be

However, he acknowladged
that the company still bas “signif-
icant groundwork™ 1o iay with the
efty of Dallas, in erdar to receive

permission to astall its network

EXHIBIT
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beheath downtown FTests. In
otber cities, the company bas
Jeased the use of such conduits as
ducts already 1aid for gas utilities;
or, dug its own netweork,

Ms. Tronsrue said the Metro
politan petwork likely would be
in place six moxibs from the dawe
permission 10 procesd is granted.
The company, which plans to be a
nationwide operator of such pet-
works, expects to have gystems in-

| e ——— R
METROPOLITAN -

Boston, Minneapoils, Los Ange-
jos and Ssn Francieco.

“Rt introduces a competitive -
W loca) transpart,” said Bric
Zimit, telocommunications an-
alystfor Rauscher Pierce Refsoes

.
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'TU teams to build fiber-optic network

Local dedicated line s

By Steven Vonder Haar

Texas Utilities Co., which provides
eleciric service 1o the Dallas area, has
signed an agreement to build a local
fiber-optic telecommunications net-
work for a Dallas-based stari-up com.
pany.

Columbine Telenet Inc. will pay
Texas Utilities up to $35 million to
string as much as }40 miles of fiber-
optic cable alongside electrical cables

Texas Utilities already has in place.

The agreement, one of the first of its
kind in the siate, puts Texas Ulilities
into a potentially adversarial role with
another major utility in the state,
Southwestern Bell Corp.

Columbine Telenet, which expects 10
launch its first services by the end of
the year, will market its network as an
alternative for businesses 1that now
lease dedicated phone line service from
Southwestern Bell Corp., said Colum-

bine Telenet President Neill Seeber.

Although similar networks have been
established in a small number of cities
~ including New York, Boston, Chica-
go and Tulsa, Okla. — the Columbine
fiber-optic system likely will be the first
of its kind in the state of Texas, indus-
try observers say.

Seeber, formerly president of the
company that built the Tulsa private
network, said he expects Southwestern

Bell 1o respond aggressively 10 its new
competition in Dallas, When the Tulsa
network was established, Southwestern
Bell cut its prices in the region and filed
a con!pl_aim with that siate’s wtility
Kommission.

Officials of both Columbine Telenet
. and Texgs Utilities say they would not
be surprised 10 see Southwestern Bell
ﬁlg & complaint with the Texas Public
Utility Commission regarding the case.
But_ Igecausc Southwestern Bell lost its
petition 10 the Oklahoma utilities
commission. officials say they are not
overly concerned about possible filings
by the company in Texas.

““We don't really expect any troy-
bies,** said Texas Utilitjes’ spokesman

Nirk Ramean seW/aten :....

maximize the return from our assets by
utilizing a fiber-optic network."’

Once the network is in place, Texas
Utilities will receive free use of part of
Columbine Telenet's network for its
own data communications system. In
addition, Texas Utilities will receive’
part of the revenues gencrated by the
Columbine Telenet services. Ramsey
said.

Seeber declined 10 project potential
revenues for the Dallas neywork or dis-
close the financial performance of the
Tulsa system.

Although Southwestern Bell has an
exclusive charier to provide local tele-
phone service in its designated regions.
it cannot halt competition from ¢com-
panies such as Columbine Telenet, said
Richard Dietz, assistant vice president
of rates and revenues for Southwestern
Bell's Texas division. These companies
are not limited by the Southwestern
Bell chaner because they do not pro-
vide the full range of local ielephone
services as does Southwestern Bell,
Diet2 said.

The proliferation of these private
networks represents another source of
competition for local telephone service
providers such as Southwesiern Bell
Corp. Columbine plans 1o establish a
network that provides fiber-optic serv-
ice primarily to major business centers
in the area such as downiown, Richard-
son, Plano, the Galleria area and Las
Colinas, Seeber said.

Dietz said Southwestern Bell would
prefer 10 be granied more flexibility in
setting its rates for dedicated line serv-
ice. This would sllow the company to
respond more quickly in the increasing-
ly competitive market for business cus-
tomers — one of the most lucrative
markets served by the Bell companies,
Dietz said.

*‘There's no question that companies
offering these kinds of services are just
cherry-picking the market,”” Dietz said.

Corporate users can employ the aet-
work to reduce the cost and improve
the quality of computer data transmis-
sions over telephone lines. Seeber said.
The network also can be used 10 estab-

ervice would compete directly with SW Bell

lish direct fiber-optic links 10 long-dis-
tance networks with similar advanced
transmission capabilities.

Many large corporations already use
microwave transmission sysiems 1o
uvoid using Southwestern Bell's local
telephone service. However, Sceber
said customer demand still exists for a
private fiber-optic cable-based network
because of the limited number of fre-
quencies available for microwave irans-
mission.

Southwestern Bell cfaims that these
so-called bypass services take cusiom-
ers away from the public telephone
network, cdsting the company more
than $200 million annually in foregonc
revenues in Texas alone.

Scott Yeager, president of Network

Communications Inc., a company con-
sidering building its own private fiber-
optic network in MHousion, claims
Southwestern Bell is overstating the
impact of bypass in order 1o receive
more favorable tresiment from rare-
setting public utility commissions.

‘“We're not even in business ve! and
we're aiready being charged with tak-
ing hundreds of millions of dollars
away from the Bells,”” Yeager said.
**We may be cutting into their growth
curve, but in no way will we cause their
revenues (o drop.”’

A private system in a city the size of
Dallas likely would generate revenues
of between $5 million and $1¢ million
annually, said George Tronsrue. direc-
tor of straiegic sales and marheting for
Metropolitan Fiber Systems Inc.. an
Oak Brook Terrace, lll., company that
has established private fiber-optic nei-

works in five cities in the past two
years,

**If you offer only the private line
dedicated services, your revenues likely
will remain that small,'’ Tronsrue said.
**Buyt down the road, new product
offerings will significantly expand the
revenues that can be produced by this
kind of system."
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Firms challenge SW Bell ‘monopoly
By Tom Steinert' T hrelkeld (e T ——_——
Ssal; Wouer of The Jullag Nerniag Sews LOCAL "‘-OO”" - .

‘ Private companies &e deginning (0 give 10Ca! 1eiephone COMParies &
nlike longdistance run tor their money. They ere ishing glternalive networks for dig
service, the local COMpanies 10 MOve Massive aMOunts of voics and dats communica.
telephone business L‘:ﬂt Mo:'ﬂd gtwpﬂuﬁ uc:a'\::nhom mwr: local ldm

remaiss a regulated monopoly. twork pares 8 hwestern slephone Co.

So, naturatly. st least two mm vo M‘:vct'h:n“ ster "‘.“'.’.'“.‘c"' m‘:‘.
companies plan to establish locsl tablished. ' """9“‘
telecommmunications networks in
Dallas by the end of next year. in m c:: ‘m’:’
competition with Southwestern I sitornative | Oporationsl | cempoeling | revenues
Bell Telephone Co. . Yoor | netwerks | netwerks | netwerks | (milliens)

The two, Metropolitan Fiber :

Systems Inc. and Columbine 197 3 3 ° 19
Telenet Inc.. plan 10 establish 1083 10 8. 2 8322
digital communications 1909 4 W 8 $64.7°
networks, primarily vsicg fider- 1990 7] pu s $138.4°°
optic backbones. At Jeast initially, - o -

the networks will compete only | Ll LI SN . ) $212.6

for business of large corporate | |_-Sefmed °*Drmemed. s

customers with rmassive amounts “SOURCT. Kansier Miraatng wasiyores. Nwpon, A

of voice and data areen b e e Beer s e Daleas g Sews Jen Prutoon
commuoications. with each other. Instead, they are

Metropolitan Fiber, based in toeing the line with local

Oakbrook Terrace, ill., plans to
construct s Smile network in
downtows Dalias thal will

telephone companies, most
notably Southwestern Bl "

include nearly 320 miles of fider-
optic cable. If it receives needed
permission from the Cityof ~ .
Dalles 10 build, its setwork will
compete with the 8.5-mile fider
aetwork Southwesers Bell has
instalied in downtows Dallas,

Columbine Telenet, besed in
Dallas, has more ambditious plans.
It will compete with locsl phone
companies scross the metroplex.
Its DFW Metrolink will laclude
140 miles of telecommuanications
highways in Dallas, Collin and
Tarrant counties, connectiag *
major corporate customers not
just in downtown areas, but such
major business centers as Las
Colinas, the Richardson-Plano
corridor and the emerging
Alliance Airport aves in northeast
Tarrant County. -

The two communicatinns
companies are not drswiay lines
in the dust and trying 1o crmpete

“As far as I'm conce we'te
competing with Southwestern -
Bell. Who else? Time and mopey
will tell the story" of whether .; .

there sre muitiple providers of

locsl communications sefvice,

said George Tronsrue, vice

president of corporate planning
and information Dansgement for Metropolitan fider,
which bas bullt or Is duilding similar oetworks i
more 1873 3 bal{dozen other major US. cities, 1o
cluding Houston. :

The cumpetition 12 the local arens remains lim-
fted, though. These companies are ot insislling
switching equipment, which selects paths or circuits
10 route valls to specaific dugicesses of tesidences (D 0
locale. These ccn panies pre pot providing "dial
tope,” the soun. , ou hear 'whu you pick up 8 tele
pbose that is s signal sent 1p indicate the lice Is alive
88d ready to act 08 the number you dial.

Tbe companies. in fect, avord infringing oo local
telephone companies’ moadpolies by not altering sig-
Dals in any way. They slso fvoid 8 regulstory ruckus
by maintaiping they sre ot setting be foundation
for a service 1hat sometim¢ in the future could pro
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vide campeting. switched sarvice and dial 1one in jo
cal merkets. (This, evens though analysts note the
breakup of the Beil Symem itself into separate jong:
disunce and local telephone companies began with
Dalles communications entreprensur Tom Carterd
seemningly innocuous ¢ffort to attach bis Carterfone
to the Bell setwork two decades ago.)

No. sil these companies are providing their cus-
tomers i3 ¢ telecommunications pipe that will give
corporations an alternative to the Soutbwestarn Bell
of GTE aetwork for transporting dsta and voicas.

‘These are dig pipes, pormally called T-1 carriers. A
single such private line can carry the equivalent of
24 conversations at the same time.

But dusidess customers will be able te duy por:
tions of the pipe. Columbine Telenet will sell “(rac.
tional™ service, mesning compenies can duy only as
much capacity as they need.

And even though Columbine Telenet will spend
$42 million during the next five years to bulld the
beckbone of {ts petwork, the company is itself 8 les
see of fiber<optic transmaisgion service. The 140 miles
that comprise that backbons will de leased from

Texas Utilities Semices, part of the power atility, Co-
lumbine Teleget's sremident Neill Seeder said. In
turn, sort of like & resl estate developer subdividing
land, Columbdine will turp around and make money
by selling off pieces of the pipe.

The Metropolitan network {llustrates the ultimate
magpitude of these fider pipes, which are supplant
{ng the traditional copper pipes used in telecommun-
ications.

In the past, conversations required two strands of
copper apiece. One strand carried the voice of the
caller and the other strand the reply.

But using glass filaments, thousands of converss-
tions can be carried on » single bair-thia pair of fider
tudes. For instance, the Metropolitan network will
trapsmit jaform - 9o I8 pulses of light — the digits
- gt the rete of . million bits a second. That means
the pipe can carry as many a3 1,400 conversations si-
multageously in & pair of fibers — & relatively siow
speed (D fiberoptics. As speeds {acresse and techaol
ogy splits light into ever-finer frequencies, 24,000,
even 45,000 snd mors, conversations will be cartied
oa a stagle pair of fibers.

That means Metropolitaa and Columbing theorst.
cally cen (acrease the capacities of their networks
without having to lsy Bew pipe.

Yet baving & fiber pipe i3 not the competitive ad-
vantege of these hew entrants i8to local telecom-
municstions transport. Southwestern Bell, for in-
stance, is deploying fiber anywhere it is economic,
said Dave Nobdlet, the company's district managsr for

petwork distribution. For Bell, that also means lo
cales where there are Beavy codcentrations of big
corporations.

The aetworks slso are pot designed to let those
big corporations talk to each other, locally, through
an alternative petwork.

lnstesd, the new competitors serve two transpol.
tstiop needs. One s getting compasises’ long<distance
tradfic 1o the local sccess points of majpr longdis
tance petworks such as those belonging to MCI Com-
muaications Corp., American Telepbone & Telegraph
Co. and US Sprint The other i3 carrying traffic be-
twees multiple jocations of the same company.
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In such cases, the dial tone s supplied by the com-
penies’ own private phone systems, known as private
branch exchanges. Switching slso is provided dy
t'teu sxchanges and the lonrdistancs compenies’
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“What we're providing is nothing but a pipe. What
pours in one side, pours out the other,” said Mr.
Seeber.

But, (n the case of longdistancs traffic, that can
be important. US Sprint, for instancs, sdvertises its
sll-fiber Detwork as 3o clear that you can hear s p1a
drop, even 0B  coastio-coast transmission. But that
is not the case if the traffic travels the first and last
miles on copper pipes, Mr. Sesder said. lo commuzi-
cavions, the transmission 19 only 83 §ood 83 the weaX-
st Jink You can bave thoussnds of mlles of fider,
dut if the call still must pass throvgh copper, the pia
meypotbebeard. .

et the nation's phone petworks increasingly are
transminting only digital information. Once calls are
converted into digits, interference and doise are (r-
relevant They dont change the valuas of the digits.

Thus, long-term, these Dew competitors can't com-
pete sclely on reliadility or quality, because thoss
characteristics largely will become commodities (n
an ajidigital world, said Mr. Tronsrue.

Instead, the new local phone companies likely will
tnitially attract sew cusiomers by offering savings,

i the range of 1S percent to 20 percent, and prosmis
ing more responsiveness to customers’ poeds

“The major competitive sdvantage we have is
we'te not 8 mopopoly,” ssid Mr. Tronsrye. “Moaocpo-
lies bave & tendency t0 creep toward mediocrity.”

Mr. Noblet will not say how Southwesters Bell
will respond to the sew competition. But he does
warn thet the oew competitors will be aiming st the
most profitsble bustness, skimming the cream of the
market. “If they take off the dig ones, the barder it is
for us to serve averyone,” sud keep the company's
reguleted rotes dows, taid Me. Noblet.

*The object is to get in and get s ot of traffic on a8
little & petwork es possidle,” said Richard Mack,
telecommunications snalyst with Kessisr Marketing
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Bell operating companies slresdy are warniag in {3
ings with the Pederal Communications Commission
that billions of dollars are dbeing lost to the Bew com-
petitors. . ¢ ue .

Aligrnative metropolitan networks are sl &
small business, with snnocusced astworks still
excesding operational networks by & good
Last year, revenus reached just $32.2 million nation-
wide for such metropolitan networks, according to &
soon-to-be-releassd ntudy by Mr. Mack at Kessler Mar-
xating lntelligence. Busipess “ummusications, Nor-
walk, Cona., also chides the Bell ccapanies, saying
they overestimate their Josses to dervicis that Dypams
the locs] setworks by sbuut 52 billicn.

But Columbine Telenet, which will soon be re
gsamed Metrolink Group Inc. as it trie: to estabdlish
similar setworks around the country, tlinks it das e |
tiger by (he tall. 12 Tulsa, the company does almon
no marketing sod certsinly vo advertising. It took
six months in operation for word 1o get around of the
compeny's alternative local loop, before customers
started really coming {a the door, 3aid Mr. Seeber.
But, “thea it was a1 avalanche afier that”
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